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‘~ ~rri530 S. King Street,Room202

Honolulu, HI 96813

Re: Bill 65 (2012)— To Adopt theRevised‘Ewa DevelopmentPlan .

DearChair AndersonandMembersof theZoningandPlanningCommittee

My nameis PaulH. BrewbakerandI amtheprincipal of TZ Economics,aHawaii
economicsconsultancy. I amaconsultantto the developerof HoakaleiResort,Haseko.My
professionalexperienceis in researchandeconomicanalysisof theHawaii economyandrelated
fields, andin financialrisk analyticsfrom 25 yearsas acommercialbankeconomistand
executive. I receiveda Ph.D. in economicsfrom the Universityof Hawaii, andanA.B. in
economicsfrom StanfordUniversity, andalsodid graduatework atthe University of Wisconsin,
whereI taughteconomicsatthe MilwaukeeandMadisoncampuses.I havealsolecturedin
economicsattheUniversity of Hawaii at Manoa,andaroundthe UH system,as well as at
HawaiiPacific University. I haveworkedwith severaldevelopersas a consultantsinceretiring
from bankingfour yearsago.

Thistestimonyreportson a2011economicanalysisby TZ Economicsof theHoakalei
Resortdevelopmentin Oahu’s EwaPlain. Quantitativeeconomicimpactsof investmentoutlays
by the developer,Haseko,wereevaluatedusingtheStateof Hawaii’s input-outputmodel. Two
qualitative impactsalsowere evaluated: (1) changesas theeconomytransitionsto full
employment;and(2) privately-produced,public recreationalamenitiesatHoakalei.
Contributionsto Hawaii’s tourismsectorwerealsoidentified.

Economicimpactssummarizedfrom themoreextensivereportarein Table 1., below.
Impactsarebasedon economicassumptionsdevelopedby TZ Economics,in collaborationwith
Haseko,usingan input-outputmodelpublishedby theHawaii Departmentof Business,
EconomicDevelopmentandTourism(DBEDT).’

Investmenthaseconomicconsequencesbeyondthedirectemploymentof labor, capitaland
otherinputs in theconstructionof housingandresortfacilities. Theseindirect andinduced
consequencesof investmentaresummarizedby input-outputmultipliers. Wheneconomic
resourcesareslackor underutilized,suchashighunemploymentaftertheGreatRecessionof
2008-09,multiplier impactsaremostpotent.2As aruleof thumb,investmentcanproducetwice
its initial impactin termsoffinal outputandemploymentby drawingon underutilizedinputs.
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Table 1. Input-output (1-0)-based Hoakalei economic impacts
(in million 2010 dollars and numbers ofjobs)

Tax
Outlay Total output Jobs revenue

Hotel/resort/recreation 378.5 738.9 4,513 42.9
Housing (resident) 341.5 666.8 4,073 38.7

Short-run impacts $ 720.0 $ 1,405.8 8,585 $ 81.6

Tourism consumption impacts~(long-run) \

Tourism 347.0 667.7 5,063 41.2
Resident consumption
(mci. recreation) 55.2 103.3 767 5.7

Long-run impacts $ 402.2 $ 771.0 5,830 $ 47.0

Total impacts $ 1,122.2 $ 2,176.8 14,416 $ 128.6

In Table 1., Hoakalei’s multiplier impactsroughlyfit the rule of thumb. Short-runimpacts
of $720 million in constructionmultiply into $1.4billion in total outputand$81.6million in
Statetaxrevenue.Longer-termimpactsof $402 million in additionaltourismandresident
consumptiontranslateinto $771 million in total outputand$47 million in Statetaxrevenue.
Total combinedimpactsof investment,export (tourism)andconsumptionatHoakaleiof $1.1
billion become$2.2 billion in economy-widefinal outputandnearly$129million in Statetax
revenue,via thesemultipliers. Thesefinal impactsareconservativelyframedandaregenuinely
accretiveto the economy,all arisingfrom neweconomicactivity.3 Most importantly,these
impactsoccurnow, not atsomedistantor unknowntime in the future.

In addition,Hoakaleidevelopmentwill generatemorethan$20million in annualproperty
taxrevenueto theCity & Countyof Honolulu,beforetaking into accountfutureappreciationin
propertyvalues. Roughlyhalfof this is attributableto the portionof Hoakaleialreadydeveloped,
the otherhalf to theportionyet to be developed,as in Table2., below.
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Table 2. Hoakalel property tax revenue estimates
(in 2010 dollars)

Upon completion incremelital

Hotel $ 5,939,600.00 $ 5,939,600.00
Residential 13,968,000.00 3,571,200.00
Resort corn merciai 357,000.00 357,000.00
Country Club 77,400.00 77,400.00

Total $ 20,342,000~00 $ 9,945,200.00

Theseestimateswerebasedon 2011 propertyvaluationsanddo not takeinto accountthe10
percentappreciationin medianOahuhomepricesbetween2011 and2012,nor do theyassume
anyfutureappreciationof propertyvalues. Thisprobablymakesthe estimateslow. Propertytax
impactsof HoakaleiResortaugmentexisting infrastructure,environmentalandcultural impact
mitigation,publicparkandopenspaceprovision,andotherinvestmentoutlaysthatHaseko
alreadyhascontributedin fulfillment of City andCountydevelopmentconditions.

HoakaleiResorthelpsstimulateageneralrestorationof employmentandoutputgrowth,
with its constructioncomingnow,duringeconomictransitionfrom recoveryto expansionon
Oahu. Becauseof the severityof The GreatRecessionof 2008-09andits on-again,off-again
recovery,anyimpetusto movethe economytowardspotentialgrowth is especiallyimportant.
DevelopmentatHoakaleire-absorbsslacklaborandotherunderutilizedresourcesin thepresent
andcreatesresidentialandcommercialcapacityuponwhichto build future outputand
employmentgeneration.Thefull economicpotentialof Hoakalei’smultiplier impactswill be
realizedthesoonertheprojectmovesforwardtowardscompletion.

Estimationof economicimpactsof HoakaleiResortdevelopmentunderfull employment
conditionswerenot includedin this analysis. As is customary,input-outputanalysisonly
considers“beforeandafter” impacts. As noted,theHoakaleibuild-out will enjoysubstantial,
positivemultiplier impactsfor severalyearsbecausetight labormarketstypical of such
circumstancesarenot expectedto returnuntil well into the decade.As oneindication of the
probablewait, monetarypolicy-makersof the FederalReserveSystemhaveexplicitly announced
thatareturnto normalinterestrateswill not occurbefore2015.~

Beyondprivate economicbenefitsof HoakaleiResort’sbuild-out thatarecapturedin the
input-outputmodel,HoakaleiResortuniquelymakesapublicgoodscontributionto benefitthe
community.5 Multiplier effectsareprivateandonly quantityaportion of Hoakalei’s complete
socio-economicbenefits,whichshouldincludepublic benefitsin additionto privatebenefits. By
providingpublic-accessrecreationalandculturalamenitiesthroughits lagoonandrelated
shorelineinvestments,Hoakaleiis uniquefor modernresortdevelopmentin Hawaii. Typically
Hawaiiresortdevelopmentsprovideminimalpublicaccessby constrainingnumbersof parking
stallsandlimiting public rights-of-way,showersandbathroomsonly to whatis requiredby
regulatoryexaction,oftenin gatedcommunities.Hawaiiantradition is to providepublic access
to commonresourceslike the shoreline. Hoakaleiintendsnot only to fulfill its obligationsin this
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regard,but aspiresto expandon this traditionby openingits privatelagoonfor public
recreationaluse,commercialas well asnon-commercialrecreationaluse.

As onecounterexample,Ko Olina Resort’sprivately-developedlagoonshavelimited
publicaccessconstrainedby numbersof parkingstalls andregulatedby gatekeepers.Earlier
Hawaii destinationtradition is exemplifiedby Waikiki, an open-access,public recreational
resource,mixing privateresortdevelopmentwith public shorelineaccessandpublicparksinto
anintegratedwhole. Theprivateeconomicbenefitsof Waikiki arewell-documentedand
observablethroughjobscreatedandincomesgenerated—individualandbusinessnetincomes.
Public economicbenefitsof Waikiki arisefrom its characterasan open-accessrecreational
resource.The socialbenefitsof Waikiki arethecombinationof privateandpublic netbenefits.

Ko Olina andWaikiki occupyroughlythesamefootprint, but Waikiki’s private-public
modelis muchmorecommerciallysuccessfulbecauseit is morepublicly accessible.Hoakalei
Resortdoesnot presentitself in the densityor volumesrepresentedby Ko Olina or Waikiki, but
it doespresentitself asan open-accessrecreationalresource,distinguishingit from mostmodern
Hawaii destinationresorts. This mix of openaccessfor the community,andprivately-produced
tourismamenitiesforvisitors, is the modelHoakaleiResortaspiresto presentto theresidentsof
EwaandKapolei,aswell as therestof Oahu. By creatingauniquelagoon/shorelineresort
recreationalexperiencethat is opento the public, HoakaleiResortintendsboth to servethe
communitywhile enhancingthepotentialfor its privateinvestorsto benefitfrom developmentof
its resortcommercialfacilities.

As is known,an alternateHoakaleiResortconfigurationconceptonceincludeda traditional
marinaforprivateboat-owners.In my earlieranalysis,underconventionalmarineconstruction
costsassumptions,TZ Economicsevaluatedprivatebenefitsto marinausers(principallyboat
owners)underutilizationassumptionscalibratedto experiencein Ko OlinaMarinaandKoko
Marina. The resultsof this analysiswerethattheoriginal marinaconceptwasnot materially
superior,in termsof quantitative,privateeconomicimpacts,to thenew HoakaleiLagoon
recreationalconcept.The lagoontrumpsthemarinaby offeringpubliceconomicbenefits.

In particular,quantitativeeconomicimpactsof HoakaleiResortdevelopmentarenearly
indistinguishable,betweenmarinaandlagoonconfigurations. Short-termeconomicimpactsof
thelagoonprojectwerenot dissimilar to themarinaproject. (Finishingout HoakaleiLagoon
will involve $25-30million in constructionactivity, alongwith associatedmultiplier impacts,
amountsnot includedin the quantificationof short-termeconomicimpactsin Table1.) Longer-
termimpactswereunchanged:whetherthereis amarinaor lagoononly affectsthe mixof
economicactivities. Eitherrecreationalconfigurationyields $771.0million in final output
(includingmultiplier impacts).With a lagoonthecommunitygetsa public-accessrecreational
andculturalresource,andthedevelopergetsanamenitythathelpsdrive the restof theresort’s
commercialdevelopment.With amarinathecommunityforgoesapublic-accessresourceand
the developergetssomethingthatappearsno longerto be commerciallyviable.

This is the crucialpoint. In today’smarketconditionswith today’sdemographicprofile, a
marinaconceptin the20teensor 2020sdoesnotpayfor itself Whatmayhavebeentruein the
1970sor 1980sis no longerrelevant. Simplybecauseamarinacostsmoreto build out thana
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lagoondoesn’tmeanthatthe marinahasa largereconomicimpact. If the marinais morecostly
to build thanfinishing out thelagoon,but it doesn’trecoupits costbecauseof underutilized
slips—ifits costsexceedits benefits—itsprivatenetbenefit is negative. It’s alosernot awinner.
A marinawouldnot havegeneratedthe samepublicbenefitsas the lagoonin anyevent. So, the
relevantcomparisonis not betweenalagoonandamarina,it’s betweena lagoonandnothing.
No investor(andnot this investor)wouldbuild an unprofitableprivatemarina.

No differentialassumptionsregardingcommercialutilization (for example,retail salesper
squarefoot) wereincorporatedin theeconomicimpactanalysesunderalternativemarinavs.
lagoonconcepts.Thatis, theamountof businessgeneratedby traffic from lagoonusewas
judgedto beno less thanits marinaalternative,so thelong-runeconomicbenefitsquantified
from commercialdevelopmentin theoriginal studyremainunchanged.I personallybelievethat
HoakaleiLagoonwill enjoyhigherpublicutilizationof its privatecommercialfacilities, asa
consequenceof its open-accesspublicrecreationalandculturalamenities,thanwouldhavebeen
truefor aprivatemarina. In my judgment,the switchfrom marinato lagoonis awin-win
outcomefor privateinvestorsaswell as for thecommunityandthegeneralpublic.

A qualitativeanalysisof thebenefitsof HoakaleiResortdevelopmentto Hawaii tourism
was includedin the original report;keypointsare sketchedhere. Hoakaleicontributesto future
economicvitality of tourism,Hawaii’s principleexport,by creatingadditionalcapacityinto
whichtourismcangrow, deliveringhundredsof accommodationunits or “keys.” Transient
accommodationinventoriesstatewidehavebarelybudgedsincethe 1 980s,with a netchange
only from about74,000to 75,000rooms. Partlyasa consequenceof limited capacity,real
visitor expenditure—Hawaii’sprinciple exportreceipt—declinedduringthelast quartercentury.,
as illustratedin Figure 1., below. Hoakaleiaddsto this capacityin aformatdesignedto help
revive tourismreceipts.

Figure 1. Hawaii tourism: visitor capacity, visitor arrivals andvisitor expenditures
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HoakaleiResortalsobroadensthe diversityof thedestinationexperienceon Oahu.
Obviously,its spatialeconomiccontributionis to establishanothernodefor tourism-related
economicactivity in thecoastalEwaPlain. Beyondthat, HoakaleiResortis anew, innovative
modelthatturnsthe lasthalf centuryof exclusive,destinationresortdevelopmenton its head.
Ratherthanexclusivity, HoakaleiResortis basedon inclusivity. HoakaleiLagoonand
improvementsto integratetheshorelinefrom White SandsBeachto OneulaBeachPark—a
combinedareacomparableto Ala MoanaBeachPark in shorelinefrontagealone(without Magic
Island),or KailuaBeachPark—areintendedto driveprivatecommercialactivity by offering
public, openaccessto recreationaluseamenities. Its visionis thatwhat localpeoplewould like
to do, touristswould like to do. It’s apublicly-accessiblecomplexof recreationalamenities
intendedto enhancetheconsumerbasefor commerciallyviablebusinessinvestments.

Sincethe 1 980s,Hawaii tourismperformancehasbeensidewaysto down. Volatility has
dominatedovergrowth. Hoakaleitilts thebalancebacktowardsgrowth by expandingHawaii
tourism’sphysicalcapacity,by broadeningits dimensionalityandby addinganew geographic
locationfor recreationalactivity andrelatedcommercialopportunity. HoakaleiResort
repositionsHawaii for renewedgrowthin realtourismreceiptsby addinganopen-accesspublic
recreationalamenityto help drive its privatecommercialviability.

Mahalo,

fkeW&eA4k_

PaulH. Brewbaker
TZ Economics
606 Ululani St.
Kailua, Hawaii 96734-4403
paulbrewbaker@tzeconomics.com
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Eudnotes

1 Seehttp://hawaii.gov/dbedt/info/economic/datareports/2005 state io/.

2 TheNationalBureauof EconomicResearch(NBER), designatedthepeakof the lasteconomicexpansionas

December2007,andthetroughof the lastrecessionas June2009. Unemploymenteffectsof recessionlingerwell
througheconomicrecoveryphaseandinto the early expansionphaseof eachbusinesscycle. This is why the
multiplier impactsof input-outputanalysisremainappropriatein thepresentmacroeconomicsetting. The existence
of underutilizedlaborand capitalon Oahucurrentlymeansthat additional investmentinHoakalei Resortwill be
moreextensivelybeneficial in theshort-runthanwouldbetrueunderconditionsof full employment.Its long-run
economicbenefitsaccruein any event. Puttingthebuilding trades,contractorsandsuppliersbackto work nowwill
havegreatermultiplier impactsthan redeployingthemwhentheyare alreadyworking on constructionin the future.
Thereis no benefitfrom waiting.

Multiplier impactssometimesareusedto exaggeratethe economicimportanceof industriesat full-employment.
This is notthecasein this report. It is inappropriateto multiply anexistingeconomicactivity by “2” to inflate its
significance,evenif input-outputmultipliers correctlycharacterizeits inter-industrylinkages. A recentexampleis a
studycommissionedby theHawaii InstituteforPublic Affairs (HIPA) andtheChamberof Commerceof Hawaii,
publishedby RAND (http://www.rand.org/pubs/technical_reports/TR996.html).Thereporttakescareto “associate”
U.S. Departmentof Defenseexpenditureswith “18 percentof Hawaii’s 2009GDP.” Carefulverb selectionis
important(“associate”)becauseofficial, U.S.Bureauof EconomicAnalysis estimatesplacethevalue-added
contributionofthe federalmilitary at 9 percentof Hawaii2009GDP, half theHIPA estimate.HoakaleiResort
developmentrepresentstruly incrementalinvestmentexpenditure,unlikeexistingdefenseexpenditure.Additional
economicactivity underconditionsof lessthan full employmentlegitimatelycanproducetwiceasmuchfinal output,
via multipler effects. This is differentfrom simply being“associated”with twiceasmuchoutputunderconditions
of full employment,which is truefor mostindustries,notjust themilitary.

~Seethestatementof the FederalOpenMarket Committeeof theFederalReserveBoard. On September13, 2012 it
announcedthat, “the Committeealso decidedtodayto keepthe targetrangefor thefederalfundsrateat 0 to 1/4
percentandcurrentlyanticipatesthat exceptionallylow levelsfor thefederalfundsrate are likely to bewarrantedat
leastthrough mid-2015[emphasisnot in original].”
(http://www.federalreserve.gov/newsevents/press/monetary/20120913a.htm)

~Privategoodsareexcludableandrival. Your backyard—aprivategood—isnotmine. You canexcludemefrom
consumingit. Consumptionrivalry meansthat consumptionof yourbackyard’samenitiesby meandmy homies
reduceswhatis availablefor you to consume. Publicgoodsarenon-excludableandnon-rival. My useof Ala
MoanaBeachParkdoesnotexcludeyou from its use,and doesnotdiminish whatis availabletoyou, at leastup to
congestionon aholiday orweekend. As a purerexample,tsunamiwarningsirensconfrontno congestion,andthe
tsunamialert is non-excludableandnon-rivalin consumption.As a purepublic good,privateproducersare
typically unlikely to engagein its production. Thepublic sector,mostoften,producespublicgoods. Technically,as
a private—potentiallyexcludable—good,HoakaleiLagoonwill bea naturalmonopoly(excludablebut
nonrivalrous).The lagoon is largeenoughthat consumptionrivalry from crowdingis unlikely. However,unlike
otherprivate resortsthatrely on exclusionmechanismsto exploit theirmonopolyposition,HoakaleiResortintends
to provideextensiveparking,walking andbike pathsasenhancedaccessto theprivatelagoonpublic shorelinein
orderto maximizeuseof its public recreationalandprivatecommercialamenities.The two arecomplementary,just
askKalapawaiMarketat KailuaBeachPark. In effect,by makingthe lagoonnon-exclusive,Hoakalei intendsto
privatelyproducea public good. Typically,club goodslike theHoakaleiGolf Courseusemembershipand green
feesasanexclusionor rationingmechanism,partly to modulatecongestion.Thoughalsoa privatefacility like the
golf course,HoakaleiLagoon’smore open-accesscharacterwill be typical of first-come,first-servedamenitieslike
thepublicbeachpark andpublicshorelinewith which it will beintegrated,linking patronstoHoakalei’svarious
resortcommercialfacilities.
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